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1 Q: P LEAS E S TATE YOUR NAME AND BUS INES S  ADDRES S .

2 My name is Mark E. Garrett. My business address is 50 Penn Place, Suite 410, 1900 NW

3 Expre sswa y, Okla homa  City, Okla homa  73118.

4

5 Q: DID YOU FILE DIRECT TES TIMONY IN THIS  DOCKET ON J UNE 24, 2016?

6 Yes  .

7

8 Q: ON WHCS E BEHALF ARE YOU AP P EARING IN THES E P ROCEEDINGS ?

9 I am appearing on behalf of Energy Freedom Coalition of America  ("EFCA").

1 0

1 1 Q: WHAT IS  EFCA'S  INTERES T IN THIS  P ROCEEDING?

1 2 ERICA's  primary inte rest in this  proceeding is  to mainta in and encourage  consumer choice

13 a nd fa ir ra te s , pa rticula rly a s  it a pplie s  to the  Compa ny's  s ola r cus tome rs  a nd thos e

14 customers  who hope  to power the ir homes and businesses  with sola r in the  future .

15

16 Q: WHAT IS  THE P URP OS E OF YOUR S UP P LEMENTAL TES TIMONY?

17 The  purpose  of this  supplementa l te s timony is  to address  TEP 's  request to include  a  Sola r

18 Mete r Cha rge  for a ll new ne t me te ring cus tomers  for the  additiona l me te r required for DG

19 service .

20

21 Q: WHAT  IS  T E P  P R O P O S ING  F O R  A ME T E R ING  F E E  F O R N E W  N E M

22 CUS TOMERS ?

S upple me nta l Te s timony of Ma rk E. Ga rre tt
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1 A: TEP  is  proposing an incrementa l me te ring cha rge  for a ll new ne t me te ring customers  tha t

2 is  ba se d on TEP 's  2015 Ma rgina l Cos t S tudy. In his  dire ct te s timony, TEP  witne ss Cra ig

3 A. J ones  proposes  an additiona l me te r fee  of $8.62 for re s identia l ne t me te ring customers

4 and $9.13 for new S GS  ne t me te ring customers .'

5

6 Q: HAS  R UC O  P R O P O S E D AN ADDIT IO NAL ME T E R  C HAR G E ?

7 A: Ye s . RUCO witne s s , Lon Hube r sugge s ts  a dding a  monthly a dditiona l me te r cha rge  of

8 about $6. He  a lso uses  TEP 's  margina l cos t s tudy to de te rmine  the  amount of his  cha rge .

9

10 Q: SHOULD THIS ISSUE BE DECIDED IN THIS PHASE OF THIS DOCKET?

1 1 A: No. This  issue  should be  cons ide re d in P ha se  Two of this  docke t. In the  UNS  docke t, the

1 2 Commission a llowed a  mete r cha rge  for the  embedded capita l cost of the  additiona l me te r

13 e quipme nt while  not including a ny of the  a ssocia te d cos ts . Wha t the  Compa ny is  a sking

1 4 for in this  case  is  the  margina l cost of the  mete r equipment plus the  associa ted costs .

15 In  the  UNS  doc ke t,  the  Com m is s ion  s ta te d  tha t the  Va lue  o f DG  doc ke t is

1 6 considering mechanisms for de tennining the  va lue  and costs  of sola r DG, and tha t it would

1 7 be  a ppropria te  to a pply those  findings  in P ha se  Two whe n cons ide ring whe the r cha rge s

18 for a  se cond me te r should be  a sse sse d.2 It is  re a sona ble  to follow the  sa me  logic in this

1 9 docke t.

20

1 J ones  at page 24, lines  1 _ 16
2 Dec is ion No. 75697 a t page  140, line s  6 - 15.

S upple me nta l Te s timony of Ma rk E. Ga rre tt
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1 Q: SHOULD THE ADDITIONAL METER CHARGE BE BASED ON MARGINAL

2 COST RATHER THAN EMBEDDED COSTS AS THE COMPANY SUGGESTS?

3 A: No. TEP  cla ims tha t an embedded cos t e s tima te  unde rs ta te s  wha t the  incrementa l me te r

4 cos ts  should be  by a  subs tantia l amount. TEP  furthe r a sse rts  tha t the  number used in the

5 CCOS S  is  a n a ve ra ge  of a ll me te rs  in se rvice  re ga rdle ss  of how close  the y a re  to be ing

6 fully deprecia ted. This  additiona l me te r cha rge  is  for new customers  and new insta lla tions ,

7 the re fore  the  ma rgina l cos t da ta  pre se nte d by the  Compa ny in the  Dire ct Te s timony of

8 Cra ig J one s  a t Exhibit CAJ -1 is  the  a ppropria te  source  for this  informa tion

9

1 0 Q; DO YOU AGREE WITH THE COMPANY'S LOGIC?

1 1 No. The  ide a  tha t ma rgina l cos ts  should be  use d for ra te  de s ign purpose s  be ca use  the

1 2 Compa ny is  ins ta lling ne w me te rs  ma ke s  no s e ns e . In de s igning ra te s , we  do not us e

13 ma rgina l cos ts  for ne w a s se ts  a nd e mbe dde d cos ts  for old one s . Ultima te ly, a ll cos ts

1 4 collected from ra tepayers must reconcile  back to the  Company's  embedded cost of se rvice .

1 5 Thus, margina l cos t of se rvice  s tudie s  a re  some times used to a lloca te  cos ts  be tween ra te

1 6 classes , but the  costs  tha t a re  ultima te ly collected from ra tepayers  must be  the  embedded

1 7 costs  of the  utility. Furthe rmore , s ince  the  primary purpose  for us ing margina l cos t pricing

1 8 is  to send a  price  s igna l to ra tepaye rs  to inform the ir decis ions , it would only make  sense

1 9 to use  margina l-cost pricing when the re  is  a  decis ion to be  made . In the  case  of additiona l

20 meters , DG customers do not have  a  decision to make , they a re  required to have  a  second

3 Jones at page 24, lines 2 - 6.

Supplemental Testimony of Mark E. Garrett
Docket E-01933A_15-0322; 15-0239
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1 me te r. Thus , e mbe dde d cos t is  the  be tte r wa y to  colle c t the  a c tua l cos ts  re pre s e nte d  in  a n

2 a dditiona l me te r cha rge .

3 Q: WHAT DID THE COMMISSION DO IN THE UNS CASE?
4 A: In  the  UNS  ca s e , the  Commis s ion  a pprove d  on ly the  e mbe dde d  ca p ita l cos t o f a  me te r, a

5 monthly fee of $1.58. The Commission stated,

6

7

8

9

10

[T]here is one aspect of the DG rate design that we believe should
be modified at this time. The record in this docket reflects that each
DG customer requires a second meter, and that there are additional
fixed costs associated with that second meter. The additional cost
for the meter is $1 .58.4

1 1 The Commission specifically stated that it expected the Value of DG docket to provide

12 g e n e ra l g u id a n c e  o n  th e  fixe d  c o s ts  o f a  s e c o n d  m e te r fo r DG c u s to m e rs ,  a n d  d ire c te d

13 pa rtie s  to  file  te s timony "e va lua ting  the  o the r fo is ts  fo r the  s e cond  me te r" in  P ha s e  Two,

14 a fte r the  Va lue  of DG docke t.5

15

16 Q: HAVE YOU CALCULATED AN ADDITIONAL METER CHARGE IN THIS

17 DOCKET THAT IS CONSISTENT WITH THE COMMISSION'S DECISION IN

18 THE UNS DOCKET?

19 A: Yes. I calculated an Additional Meter Charge of $1 .68 for residential customers and $5.60

20 for General Service. This calculation can be seen in Exhibit MG-Supp 1.6

2 1

4 Decision No. 75697 at page 118, lines 9 - 12.
5 Id. at page 118, lines 21 _ 25.
6 TEP Schedule G-6-1 shows a Customer Meter cost of $0.32, but I question whether this amount is properly
calculated, or if perhaps the amount is mislabeled.

Supplemental Testimony of Mark E. Garrett
Docket E-01933A_15_0322, 15-0239
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1 Q: OTHER THAN THE FACT THAT THIS ISSUE SHOULD BE DECIDED IN

2

3

PHASE 2 OF THIS DOCKET, IS THERE ANY OTHER REASON WHY YOU

BELIEVE AN ADDITIONAL METER CHARGE IS INAPPROPRIATE?

4 Ye s . Typica lly, ra te pa ye rs  pa y only the  ne ce s s a ry cos ts  of providing s e rvice . S ince  the s e

5

6

a dditiona l me te rs  a re  not re quire d to provide  s e rvice  to DR cus tome rs  but a re  ins te a d

needed by the  Company to collect RP S  da ta , the re  is  a  legitima te  question about whe the r

7 DG cus tom e rs  s hould be  re quire d to pa y the  e ntire  cos ts  of the s e  m e te rs  through a n

8 additiona l me te r cha rge .

9

10 Q: DOES THIS CONCLUDE YOUR SUPPLEMENTAL TESTIMONY?

11 Ye s , it doe s .

S upple me nta l Te s timony of Ma rk E. Ga rre tt
Docke t E-01933A_15_0322, 15-0239
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Exh ib it  MG-S u p p 1

Tueson Electric Power

Extra Meter Charges with Depreciation

Docket No. E-01933A-15-0322

Des cription

Plant

ROR w/
Tax Gross up Res identia l

General
Service

370 Mete rs 33,559,944 11,142,901

Less: Accumula ted Dept.

370 Mete rs (2,923,361) (970,643)

Net P lant

370 Mete rs 36,483,305 12,113,544

Total Plant Rate Base (Meters) s 36,483,305 $ 12,113,544

Re turn
Income Tax

7.882%
3.582%

S 2,875,746
1,306,919

S 954,833
433,936

Return 11.465% $ 4,182,665 $ 1,388,769

Depreciation Expense
370 Mete rs 1,481,151 491,786

Other Expenses
586 Meter Expenses
597 Maintenance of Meters

2,010,251
92,782

667,463
30,806

Total Extra  Meter Related Expense $ 3,584,184 $ 1,190,055

Tota l Return with Income Tax $ 7,766,849 $ 2,578,825

12 Month Customer Count

Pe r Month ly Cha rge  Extra  Me te r
4,624,512

$ 1.68 $

460,872

5.60

TEP Inc Tax

TEP RB

Tax Calculation

75,394,570

2,104,677,691

3.582%



Less: Accumulated Dear.

370 Meters (2,923,361) (970,643)

Net P lant

Mete rs 36,483,305 12,113,544

Total Plant Rate Base (Meters) s 36,483,305 $ 12,113,544

Return
Income Tax

7.882%
3.582%

11.465%

$ 2,875,746
1,306,9 la

$ 954,833
433,936

Return $ 4,182,665 s 1,388,769

Total Return with Income Tax s 4,182,665 s 1,388,769

12 Month Cus tomer Count

P e r  Extra  Me te r
4,624,512 460,872

$ 0.90 s 3.01

TEP Inc Tax

TEP RB

Tax Calculation

75,394,570

2,104,677,691

3.582%



All number developed from

TEP 2015 Revised Confidential CCOS Residential from Tab RS by Function

Unless otherwise noted
General Service Tab GS by Function

Unless otherwise noted
P la nt

370 Me te rs Cell D46 Cell D46

Less: Accumulated Dept.

370 Me te rs Cell D78 Cell D78

Net Plant

Me te rs Summed Summed

Total Plant Rate Base (Meters)

Return

Income Tax

Return
3.58%

7.88%

3.582%

0.0788

Calculated Company Income Tax divided by RB

Requested by Company

Depreciation
370 Meters Cell D27 Cell D27

TEP Inc Tax

TEP RB

Tax Calculation

75,394,570

2,104,677,691

3.582%
Other Expense

586 Meter Expenses
597 Maintenance of Meters

Cell D163

Cell D174

Cell D163

Cell D174

Total Extra Meter Related Expense Summed Summed

Total Recur with Income Tax 11.46% 1 1 .4 6 % Summed

12 Month Customer Count G-6-1 Cell E43 Res times 12 G-6-1 Cell F43 GS
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Exe c u t ive  S u m m a ry

This  s upplementa l te s timony is  s ubmitted on beha lf of the  Energy Freedom
Coa lition of America  ("EFCA") and addres s es  the  propos a l of the  Res identia l Utility
Cons umer Office  ("RUCO") to implement an RPS Credit option tha t would be
ava ilable  a s  an a lte rna tive  to ne t ene rgy me te ring ("NEM") for cus tomers  who ins ta ll
s ola r dis tribute d ge ne ra tion ("DG"). The  RPS  Cre dit option would pa y s ola r DG
cus tomers  a  ra te  ("the  RPS credit") for the ir output tha t is  fixed for 20 yea rs , with the
ra te  s e t a t the  time  each DG s ys tem comes  online . The  fixed RPS Credit could apply
e ithe r to the  DG cus tomer's  entire  output or jus t to the  power tha t it exports  to the
grid. RUCO has  propos ed a  s chedule  of declining RPS credits  s ta rting a t the  current
re ta il ra te  and then decreas ing according to a  pre-set series  of s teps , with each s tep
corres ponding to a  ce rta in amount of DG capacity. The  s cheduled drops  in the  RPS
Credit are  supposed to track recent annual decreases  in the  cos t of solar PV in
Arizona .

The  Commis s ion s hould de fe r cons ide ra tion of RUCO's  RPS Credit propos a l
to Phase  2, notwiths tanding tha t the  Commiss ion gave  temporary approval to an RPS
Credit option in the  recent orde r in Phas e  l of the  UNSE cas e . There  a re  a  number of
is s ues  with the  des ign of RUCO's  RPS Credit propos a l tha t need furthe r review in
Phas e  2, a fte r the  Commis s ion comple tes  its  s epara te  "Value  of DG" proceeding. For
example , RUCO has  des igned its  proposa l based on its  own ca lcula tion of the  long-
te rm va lue  of s ola r DG, which is  the  centra l is s ue  tha t the  Commis s ion is  reviewing in
the  Va lue  of DG docke t. Furthe r, I s how tha t RUCO's  propos ed declining s e rie s  of
RPS credits  would res ult in fa r la rge r reductions  in the  compens a tion for s ola r DG
cus tomers  than is  supported by recent da ta  on the  actua l trend in ins ta lled solar PV
prices  in Arizona . In addition, the  s ize  of the  annua l tranches  of s ola r PV capacity in
the  RUCO proposa l a re  fa r smalle r than the  recent pace  of annual dis tributed solar
ins ta lla tions  in TEP 's  te rritory, and thus  would repres ent a  s ubs tantia l reduction in
s ola r deployment in the  Tucs on a rea . Fina lly, implementa tion of the  RPS Credit
option in this  case , on a  temporary bas is , may create  a  new grand fa thering is sue  when
the  option is  re -vis ited in Phase  2. Crea ting such an is sue  is  unnecessary, given tha t,
by the  time  an RPS credit can be  implemented for TEP, the  Commis s ion is  like ly to
have  a lready provided guidance  in othe r docke ts  on the  long-te rm viability and
s tructure  of any RPS Credit option.

If the  Commis s ion decides  to implement the  RPS Credit option for TEP in this
Phase  1 case , I propose  an a lternative  schedule  of declining credits  tha t remedies  the
proble ms  with RUCO's  propos a l. Howe ve r, the  prima ry re comme nda tion of this
tes timony is  tha t the  RPS Credit option should not be  adopted now, but should be  one
of the  a lte rna tives  tha t a re  evalua ted carefully in Phase  2 of these  consolida ted
docke ts  in the  full light of the  Commis s ion's  decis ion in the  Va lue  of DG docke t.

i Cross border Energy
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1 . INTRODUCTION / QUALIFICATIONS

Please state for the record your name, position, and business address.

A1: My name is  R. Thomas Beach. I am principal consultant of the  consulting firm

Crossborder Energy. My business address is 2560 Ninth Street, Suite 213A,

Berkeley, California  94710.

Have you previously submitted testimony in these consolidated dockets?

AS : Yes. In Docket E-01933A-l5-0239, I submitted direct testimony on behalf of the

Energy Freedom Coalition of America  ("EFCA") addressing Tucson Electric

Power's  ("TEP") proposals to expand several utility-owned solar programs. .

Please describe your experience and qualifications .

AS: My experience and qualifications are  described in my previously-filed direct

testimony in Docket E-01933A-15-0239 and in my CV, which is a ttached as

Exh ib it 1 to that testimony.

On whose behalf are you testifying at this time?

A4: I am testifying on behalf of EFCA.

What is the purpose of your testimony?
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A5 : I address the  proposal of the  Residentia l Utility Consumers Office  ("RUCO") to

implement an RPS Credit option that would be available as an alternative to net

energy metering ("NEM") for customers who insta ll solar distributed generation

("DG")-

1 Crossborder Energy



11. OVERVIEW OF RUCO'S  RP S  CREDIT OP TION P ROP OS AL

P le a s e  b r ie fly d e s c r ib e  RUCO's  RP S  Cre d it  p ro p o s a l.

A6: RUCO has presented its RPS credit proposal in its direct and surrebuttal

testimony in the instant TEP rate case (Docket No. E-0l933A-l5-0322),1 as well

as in its exceptions to the Proposed Decision in the recent UNSE Electric

("UNSE") rate case (Docket No. E-04204A-15_0142).2 RUCO's witness, Mr.

Huber, presented the RPS or RES Credit proposal as one of four options intended

as alternatives to NEM, the present compensation method for customers who

install renewable DG.3 The RPS Credit option would pay DG customers a rate

(the "RPS Credit") for their output that is fixed for 20 years at the time each DG

system comes online. RUCO has clarified that this fixed rate could apply either

to the DG customer's entire output or just to the power that it exports to the grid.4

There would be a schedule of declining RPS credits starting at the current retail

rate and then decreasing according to a pre-set series of steps, the RPS credit in

each successive step would apply to a certain amount of DG capacity. This

stepwise-declining structure for the RPS credits would be similar to the schedules

of declining solar incentives historically available in a number of states.5

Has the Commission adopted RUCO's RPS Credit proposal for another

utility?
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A7 : Ye s . In De cis ion 75697 in the  UNS E ra te  ca se , the  Commiss ion dire cte d UNS E

to offe r the  RP S  Cre dit option tha t RUCO propose d in tha t ca se . RUCO's

proposa l will be  offe red on a  short-te rm, tempora ry bas is  until the  pa rtie s  and

Commiss ion ca n "a ddre ss  the  long-te rm fe a s ibility" of this  option in the  se cond

phase  of the  UNSE ra te  case  tha t will address  DG issues .6 The  second phase  of

1

2

3

4

5

6

RUCO, Direct Testimony of Lon Huber, at pp. 33-34 and 41-43, also Surrebuttal Testimony of Lon
Huber, at pp. 7-12.

Docket No. E-04204A-15-0142, RUCO's Exceptions to Recommended Opinion and Order, at pp. 1-4.
RUCO Huber Direct, at pp. 32-33.
RUCO Huber Surrebuttal, at p. 9.
RUCO Huber Direct, at p. 41-42.
Decision 75697 in Docket No. E-04204A-15-0142, at Finding 179, p. 142.
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1

2

3

4

5

the  UNSE case  will follow and will apply to UNSE the  Commission's  decision on

how to assess the benefits and costs of DG, which the Commission is considering

in the "Value of DG" case (Docket No. E-000()0J-14-0023).7

6

7

8

111. THE COMMIS S ION S HOULD DEFER CONS IDERATION OF RUCO'S  RP S
CREDIT P ROP OS AL TO P HAS E 2

Should the Commis s ion adopt RUCO's  RPS Credit propos al in this  phas e of

the  TEP rate  case?

9

1 0

1 1

1 2

13

AB: No. The  Commiss ion should de fe r cons ide ra tion of RUCO's  RP S  Cre dit proposa l

to P hase  2 of this  ca se , notwiths tanding the  tempora ry approva l of the  option in

the  recent Phase  l orde r in the  UNSE case .

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

23

2 4

2 5

2 6

2 7

2 8

2 9

Why shouldn't the RPS Credit option also be adopted for TEP?

RUCO's current proposal for an RPS credit has several flaws that need to be fixed

and addressed after the Commission issues its decision in the Value of DG

proceeding. As proposed by RUCO, the design of an RPS Credit option will

depend directly on the outcome of the Value of DG docket. As a  result, RUCO's

proposal clearly will need to be reviewed and revised in the Phase 2 cases that

will address net metering and DG issues, as the Commission has already provided

in the UNSE decision. Thus, the temporary approval of the RUCO proposal is

likely to create a grandfathering issue if the concept is revised or scrapped in the

Phase 2 cases. There will be a  market tria l of the RPS Credit option in UNSE's

territory, beyond this, there is not a  need to approve the RPS Credit Option for

other utilities such as TEP. Finally, the  likely timing of the  Phase 2 case  for TEP

suggests that the Commission may provide guidance on the final design for (or

rejection of) the RPS Credit option in Phase 2 of the UNSE case, even before the

"temporary" RPS credit option can be  implemented for TEP. In that event, it

makes little sense to adopt the RPS Credit option on a temporary basis for TEP.

7 law. at p- 143.
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A. The Value  of DG Decis ion Will Impact the  RPS Credit Option.

Q102 Please describe why the Value of DG decision will affect the details of the

RUCO RPS Credit proposal, and why the RPS Credit concept will need to be

examined and reviewed in Phase 2.
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A10: RUCO has suggested that the average RPS Credit across all of the steps or

tranches of capacity should be "the long-teml value of DG."8 This value

obviously will be  a  key output of the  Commission's  adopted Value of DG

methodology. As a  result, RUCO's RPS Credit structure is not independent of the

Value  of DG decision.

For e xa mple , I do  no t a g re e  with  RUCO's  e s tima te  o f 7 .9  c /kWh a s  the

"lo n g -te n n  va lu e  o f DG."9  Ba s e d  o n  th e  d e s c rip tio n  in  RUCO's  d ire c t te s tim o n y,

th is  va lue  inc lude s  only a  s hort-te rm, a nnua l me a s ure  of a voide d e ne rgy cos ts  (the

2016  Ma rke t Cos t o f Com pa ra b le  Conve n tiona l Ge ne ra tion  [MCCCG]),  p lu s

long-te nn  a vo ide d  ge ne ra tion  ca pa c ity cos ts .  Th is  fa ils  to  re cogn ize  the  long-te rm

e ne rgy va lue  from 20-ye a r re ne wa ble  re s ource s  with  ze ro  fue l cos ts .

Alte rna tive ly, RUCO a s s ume s  tha t TEP 's  long-te rm a vo ide d  e ne rgy cos ts  a re  the

pre s e nt cos t of s pot powe r a t the  P a lo  Ve rde  hub, e s ca la te d a t no more  tha n the

in fla tion  ra te  (2 .5% pe r ye a r) fo r 20  ye a rs ." Th is  a s s ume s  un re a lis tic a lly tha t

TEP  will ob ta in  a ll o f its  ma rg ina l powe r from the  s po t ma rke t ove r the  ne xt 20

ye a rs , a nd tha t the re  will be  no  re a l incre a s e s  or s p ike s  in  fos s il price s  or ma rgina l

ge ne ra tion  c os ts  ove r th is  pe riod . RUCO's  re s u lting  a lle ge d  long-te nn  a vo ide d

e ne rgy cos t o f 3 .65  ce n ts  pe r kph  is  e ve n  lowe r tha n  TEP 's  s ing le -ye a r 2016

MCCCG. RUCO a ls o  doe s  no t c ons ide r c a pa c ity-re la te d  a vo ide d  tra ns m is s ion

a nd d is tribu tion  cos ts  or the  a voide d  cos ts  of a ir e mis s ions  inc luding  ca rbon.

RUCO Huber Surrebuttal, at p. 9, "[t]he basis for each capacity tranche in the RPS Credit Option was
formulated to create an average blended rate across all tranches of around 7.7 cents per kph. This
conforms with RUCO's long-term breakeven analysis."
9 RUCO Huber Direct, at pp. 37-38.
10 For example, both TEP's 2014 Integrated Resource Plan (atp. 298) and its March 1, 2016 Pre liminary
2016Integrated Resource Plan (at p. 83) show mean long-term Palo Verde price escalation of at least 5%
per year. See

8
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Accordingly, I dis a gre e  tha t RUCO's  s ke tchy ca lcula tion include s  e ve n "the

m a jor ca te gorie s  of be ne fits ,"1l a s  it a s s e rts . RUCO's  dire ct te s tim ony a dm its  tha t

the re  is  a  high de gre e  of unce rta inty a round this  va lue , in pa rt due  to a  la ck of

"offic ia l Com m is s ion pos ition or guida nce  on this  is s ue ."l2  S uch guida nce  is

hope fully pre c is e ly wha t the  Va lue  of DG de c is ion will provide .

B. RUCO's  RP S  Cre d it  S te p s  Are  No t  Co s t-b a s e d .

Q 11: Are there issues with certain details of RUCO's RPS concept that need to be

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

A l l :

re vie we d ?

Ye s . I a ddre s s  the s e  de ta ils  be low, a lthough the y a ls o s hould be  re vie we d in m ore

de ta il in the  com ing P ha s e  2 ca s e s . Firs t, RUCO's  propos a l us e s  the  curre nt re ta il

ra te  a s  the  s ta rting point for the  de clining s che dule  of RP S  Cre dits . It is  im porta nt

to re cognize  tha t a  bill c re dit for DG output tha t is  fixe d for 20 ye a rs  a t toda y's

re ta il ra te  a lre a dy re pre se nts  a  subs ta ntia l re duction in com pe nsa tion for DG

cus tom e rs , be ca use , unde r NEM toda y, bill s a vings  e sca la te  ove r tim e  a s  re ta il

ra te s  incre a s e . For e xa m ple , F ig u re  1 be low s hows  tha t, if TEP 's  curre nt

re s ide ntia l ra te  of ll ce nts  pe r kph grows  a t 2 .5% pe r ye a r, the  20-ye a r le ve lize d

re ta il ra te  (a t a  7.26% dis count ra te 13) is  13.3 ce nts  pe r kph, which is  the  20-ye a r

le ve lize d  b ill s a vings  unde r NEM. Thus , if the  in itia l s te p  of RUCO's  RP S  Cre dit

is  s e t a t ll ce nts  pe r kph for 20 ye a rs , this  re pre s e nts  a n im m e dia te  17%

re duction in e xpe cte d com pe ns a tion for s ola r cus tom e rs . In a ddition, the  be ne fits

of DG will incre a s e  ove r tim e  a s  a voide d fue l cos ts  incre a s e  a nd a s  utility cos ts

grow with  in fla tion . Th is  is  no t fu lly re cognize d  in  RUCO's  7 .9  ce n ts  pe r kph

long-te rm  va lue  of DG. The s e  is s ue s  will ne e d to be  a ddre s s e d in light of the

de cis ion in the  Va lue  of DG docke t, be fore  a  re a s ona ble  RP S  Cre dit progra m  ca n

be  de s igne d.

11 Ibid., a t p . 37.
12  Ib id .
13 Bas ed on TEP 's  we ighted ave rage  cos t of capita l.
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Figure1: Impact of Rate Escalation
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Q12: RUCO a ls o  s u g g es ts  th a t th e  RPS  Cred it s h o u ld  d ec lin e  b y 7% b e tween

tranches , bas ed  on  the  annual d rop  in  s o lar co s ts  from 2008-2013.14 Is  th is

reas onab le?
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All: No. In fa ct, RUCO's  a ctua l proposa l include s  de cre a se s  in the  bill cre dits  in the

initia l tranches  tha t a re  much grea te r than 7%. As noted above , the  s ta rting

tra nche  of $0.1 l pe r kph is  e ffe ctive ly a  -17% drop in compe nsa tion compa re d to

NEM toda y. RUCO is  a lso propos ing de cline s  of -9.1% a nd -10.0% in moving to

the  second and third s teps , re spective ly. The  cumula tive  decreases  in NEM

compensa tion in RUCO's  firs t three  tranches , compared to today, a re ,

re spe ctive ly, -17%, -25%, a nd -32%.

Moreover, the  Commission should use  the  most recent da ta  on sola r costs  from

2014 and 2015. RUCO cite s  only da ta  ending in 2013.15 The  more  recent da ta

14 RUCO Huber Su1Tebuttal, at p. 10.
15 Ibid.
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Market Segment
Cost

Percentile
Solar PV Costs S per watt DC)

2014 2015 Change

Re s ide ntia l
(<  1 0  kw)

Me dia n 3.59 3.59 No change

20% 2.79 2.68
80% 4.98 4.40

S ma ll Comme rcia l
(10 kW to  500 kw)

Me dia n 3.63 3.48 -4 . 1 %
20% 2.91 2.54
80% 5.40 5.36

1 from 2014 and 2015 shows tha t the  decline  in sola r cos ts  ha s  s lowed s ignificantly

in Arizona , compared to the  yea rs  tha t RUCO is  us ing. The  Lawrence  Be rke ley

Na tiona l La b's  mos t re ce nt Tracking the  S un VII a nd IX re ports  from Augus t

2015 and August 2016 include  the  re sults  of the ir extensive  survey of the  trends  in

sola r price s  in 2014 a nd 2015. LBNL's  a uthorita tive  price  surve ys  of P V

insta lla tions  a re  based on da ta  from a lmost one -ha lf of the  965,000 sola r P V

systems ins ta lled in the  U.S . through ca lenda r yea r 2015.16 Table  1 shows this

price  da ta  from Arizona  for 2014 a nd 2015,
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10 Ta b le  1: 2014 and 2015 S ola r P V Ins ta lle d P rice  Da ta  for Arizona "
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This  da ta  shows no change  in median ins ta lled price s  for re s identia l P V from

2014 to 2015, and a  4% drop for sma ll commercia l sys tems. For the  entire  U.S .,

LBNL re ports  tha t ins ta lle d re s ide ntia l P V price s  de cline d by a bout 5% from 2014

to 2015, based mostly on da ta  from sta te s  such as  Ca lifornia  with more  expensive

sys tems.'8 Thus , the  RUCO bill credit proposa l is  ba sed on reductions  in the

compensa tion for DG customers  tha t is  fa r grea te r than the  recent trend in cost

re ductions  for sola r DG in Arizona . RUCO ha s  not provide d a ny ca lcula tions  tha t

sola r DG will be  e conomic for pa rticipa ting cus tome rs  in the  ne a r future  in TEP 's

te rritory a t RPS  credits  in the  firs t three  tranches tha t represent decreases in

compe nsa tion of -17%, -25%, a nd -32% compa re d to NEM toda y. This  is  the

LBNL,Tracking the Sun IX(August 2016), at p. 1. These reports areavailable at
https://emp.lbl.gov/sites/all/files/Ibnl-188238_1 .pd and
https://emp.lbl.gov/sites/alI/files/tracking_the_sun_ix_report.pdf.
17 LBNL,Tracking the Sun VIII (August 2015), data for Figures 19 and 20, and Tracking the SunI X
(August 2016), data for Figures 18 and 19.
is Tracking the Sun IX, at p. 1.

16
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ll

type  of is s ue  tha t will ne e d  to  be  e xa mine d in  more  de ta il in  P ha s e  2 , in  orde r to

e ns ure  tha t a ny RP S  Cre dit tha t is  a dopte d  provide s  a  re a lis tic  pa th  forwa rd  for

fu ture  cus tome rs  who choos e  to  ins ta ll s o la r DG s ys te ms .

c. Th e  S iz e s  o f RUCO's P ro p o s e d  Tra n c h e s  Are  T0 0  S m a ll.

Q13: Do you share the concern that Ms. Kobor expresses in her surrebuttal

testimony for Vote Solar that the sizes of RUCO's proposed tranches are too

small?

A l l : Ye s , I do . If the  de c line  in  the  c re d it from tra nche  to  tra nche  is  ba s e d  on  the

re ce nt tre nd  in  ye a r-to-ye a r cha nge s  in a nnua l cos ts , the n the  s ize  of the  tra nche

s hould  ma tch  the  re ce nt tre nd  in  a nnua l ins ta lla tions , a s  Ms . Kobor re comme nds .

RUCO's  tra nche s  a ve ra ge  a bout 1 ,300  re s ide n tia l cus tome rs  pe r tra nche ,"

compa re d  to  TEP 's  re ce nt e xpe rie nce  of a dding  a lmos t 4 ,000 s o la r cus tome rs  pe r

ye a r. If the  tra nche s  a re  too  s ma ll a nd  if th is  op tion  is  a ttra c tive  to  cus tome rs

(which  is  que s tiona ble  g ive n  the  s ign ifica n t re duc tions  in  compe ns a tion  tha t

RUCO propos e s ),  the  ma rke t will d rop  qu ickly to  the  lowe s t e conomic  tra nche ,

e xha us t the  lim ite d  a va ila b le  c a pa c ity,  a nd  go  bus t.  Th is  is  s im ila r to  the

e xpe rie nce  in  s o la r ma rke ts  whe re  ince ntive s  ha ve  be e n  offe re d  for on ly a  limite d

a moun t o f c a pa c ity.  The  ince n tive s  s e ll ou t qu ickly, a nd  ins ta lle rs  mus t de a l with

pe riods  o f boom a nd  bus t.

D. E F C A' s  R e c o m m e n d e d  R P S  C r e d it  Op t io n

Q14: What would you recommend as the structure for a successful RPS Credit

option, if the Commission decides to adopt this option on a temporary, pilot

program basis for TEP?

\
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A14: My prima ry re comme nda tion is  tha t it is  most a ppropria te  to e xplore  the  de ta ils  of

the  RP S  Credit a lte rna tive  in P hase  2. However, if the  Commiss ion chooses  to

Based on RUCO's average tranche size of 9.4 MW and an average system size of 7.3 kW in the fourth
quarter of 2015. See TEP, Tillman Direct Testimony in Docket E-01933A-15-0239 , a t p. 10.
19
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adopt a  tempora ry RP S  Credit option he re , the  initia l RP S  credit ra te  should be

close  enough to compensa tion under NEM to be  reasonable  a s  an option for new

sola r cus tomers . Thus , I would use  95% of the  current 20-yea r leve lized TEP  ra te

(12.6 cents  pe r kph) a s  the  s ta rting credit, then reduce  the  credit by 5% in each

successive  tie r. The  s ize  of each tie r would be  28 MW, the  same  as  recommended

by Vote  S ola r's  Ms . Kobor. Aga in, while  I think tha t this  re comme nde d progra m

would be  a  s ignificant improvement ove r the  RUCO proposa l and acceptable  on

an optiona l ba s is , it will continue  to be  important to explore  and re fine  the  de ta ils

of this  program in Phase  2. Fig u re 2 be low compare s  the  EFCA, Vote  S ola r, and

RUCO proposa ls  for the  RP S  Cre dit option.

Figure 2: Proposals for the RPS Credit Option
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E. Avo id  Gran d fa th e rin g  Is s u es

Q 1 s : Do  yo u  exp ec t th a t, if th e  RPS  Cred it o p tio n  is  ad o p ted  in  th is  eas e  fo r TEP ,

the  Commis s ion  will re-evaluate  the  op tion  in  Phas e  2 o f th is  cas e , as  it is

p la n n in g  to  d o  fo r UNS E?

Al5: Yes, tha t would make  sense . The  Commiss ion clea rly s ta ted in the  UNS E orde r

tha t Phase  2 of the  UNSE case  will re -eva lua te  both the  need for and the  de ta ils  of

the  RP S  Credit option, a fte r the  Va lue  of DG decis ion is  issued. EFCA assumes

tha t the  same  provis ion would apply if an RP S  Credit option is  adopted for TEP .

Q 16: Does the likelihood that the RPS Credit option will be changed or even

scrapped in Phase 2 create grandfathering issues?

A162 Ye s , it doe s . Any a doption now of a n RP S  Cre dit progra m will be  on a  short-te rm

basis . However, the  e ssence  of the  program is  the  ability of customers  to se lect a

20-yea r RP S  credit ra te  to apply e ithe r to the  entire ty of the ir DG output or to

the ir e xports  to the  grid. As  a  re sult, e ve n a  te mpora ry a pprova l of this  option will

crea te , in e ssence , a  20-yea r pilot program tha t TEP  will have  to implement and

ma inta in ove r a  20-yea r pe riod (if it is  successful), even if the  program is  quickly
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te rmina ted a s  a  re sult of taking a  diffe rent direction on NEM in P hase  2.

Alte rna tive ly, if the  RP S  Credit is  continued as  a  re sult of P hase  2, the  tranche

structure  and ra te  leve ls  for the  RPS  Credit may be  changed in Phase  2. This

obviously would crea te  a  grandfa the ring issue  with re spect to those  DG customers

who e lect the  RPS  Credit be fore  it is  revised in Phase  2. These  grand fa the ring

issues can be  avoided if the  RPS Credit is  eva lua ted on the  same basis  and a t the

same time as a ll of the  other Phase  2 proposa ls.
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F . Imp lemen ta tio n  Timin g  an d  Co s t Co n ce rn s

Q 17 : Would the implementation of RUCO's RPS Credit option, on a temporary

basis after the decision in this phase, involve significant effort and easts for

A171

TEP?

The implementation would require  a  substantial effort, including customer

education about the new option, website  development to provide public tracking

of the tranches, and the re-design of billing systems. I do not have a cost estimate

for this  work, but it would not be  trivia l if this  program is to be  successful as an

a lte rna tive  to NEM.

Q 18: What is  the expected timing for the review of the RPS Credit Option in Phas e

Alb:

2 o f th e  UNSE cas e?

Assuming tha t a  Va lue  of DG orde r is  issued this  fa ll, it is  my unde rs tanding tha t

P hase  2 of the  UNS E case  would begin immedia te ly the rea fte r, with a  decis ion in

March 2017.20

Q19: Is  it pos s ible that this  Phase 2 decis ion could be available prior to the

implementation of a  temporary RPS Credit option for TEP?
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A19: Yes. If P hase  1 of this  case  concludes  in December 2016 or J anuary 2017, the

imple me nta tion of a  te mpora ry RP S  Cre dit option would re quire  a n a dditiona l

four months  (120 da ys), tha t is , until April or Ma y 2017, a s  wa s  provide d in the

re ce nt UNS E de cis ion." TEP  would ha ve  to e xpe nd s ignifica nt e ffort, a nd

unknown but non-trivia l cos ts , to implement a  tempora ry RP S  Credit program tha t

might have  been supplanted by othe r Commission de te rmina tions  be fore  it is  even

imple me nte d. This  timing a rgue s  in fa vor of not a dopting a n RP S  Cre dit option

for TEP  on a  tempora ry bas is , but ins tead reviewing this  option for TEP  in P hase

2 in light of the  preceding P hase  2 decis ion for UNS E.

Decision No. 75697, at pp. 116-117: "In no case should a final Commission determination of the DG
issues in this docket take place later than the March 2017 Open Meeting."
21 Ibid., a t p. 146.

20
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IV. CONCLUS ION

Q20: Do you agree  tha t the  limited initia l tria l of the  RPS Credit in UNSE s ervice

territory which the Commiss ion adopted in Decis ion No. 75697 is  adequate as

A20:

a limited  "p ro o f o f co n cep t" to  s ee  if RUCO's  id ea  h as  trac tio n  in  th e  DG

m a rke tp la c e ?

Yes , I do. The  RP S  Credit concept ha s  a  number of pos itive  fea ture s : a  long-tenn

credit, the  ce rta inty of a  fixed credit, and the  applicability to e ithe r a ll output or

jus t to exports  a t the  cus tomer's  e lection. None the le ss , the  concept is  clea rly an

a lte rna tive  to ne t me te ring and key de ta ils  of the  RP S  Credit option depend

dire ctly on the  Commiss ion's  de cis ions  in the  Va lue  of DG docke t. As  discusse d

above , the re  a re  a  number of important de ta ils  of the  RUCO proposa l tha t need to

be  reviewed and changed, pre fe rably in Phase  2, if the  option is  to be  a  reasonable

a lte rna tive  to NEM. Accordingly, the  RP S  Cre dit option a s  propose d by RUCO

should not be  adopted on an inte rim basis  in this  case , without the  changes

recommended above , and must be  further reviewed in Phase  2.
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Q21: Does  this  conclude your prepared s upplemental tes timony?

A21: Yes , it does .
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